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On Feb. 12, the second day of the national pre-Lenten carnival holiday, Venezuelan President Hugo
Chavez surprised supporters and opponents by announcing new economic measures that included
allowing the national currency, the bolivar, to float.
The plan, effective the following day, also included a tax hike and a cut in public spending. During
the last five years, the bolivar had devalued gradually, controlled by a variable band of minimum
and maximum prices established by the government. But the Venezuelan economy, the fourthlargest in Latin America, has been under pressure from falling oil prices and investor concerns
about growing political unrest (see other article in this edition).
Banco Central de Venezuela (BCV) director Domingo Maza Zavala had insisted on the need to
cut public spending by 20% to confront the US$4 billion deficit in this year's budget and to offset
the impact of the low prices for petroleum exports, a major source of revenue. Chavez met Feb. 7
with his economy ministers and directors of the BCV to decide on a course of action. The following
day, the BCV said it had spent more than US$3 billion to prop up the bolivar since November.
Venezuela's foreign reserves have dropped from US$19 billion in November to US$13 billion, both
from spending to support the bolivar against the dollar and from capital flight, which last year cost
the country an estimated US$10 billion.
On Feb. 12, Chavez announced a drastic 22% budget cut from US$33 billion to US$25 billion. The US
$25 billion budget is based on an average oil price of US$16 a barrel, instead of the US$18.50 a barrel
used when drafting the earlier budget. Venezuela loses US$1 billion in income for each US$1 drop
in the price of oil. Chavez said the state oil company Petroleos de Venezuela (PDVSA) would cut its
2002 budget by 28%.
Chavez said he would cut government spending by 7%, with the cuts aimed mostly at administrative
costs at the federal, state, and local levels. He said no social programs would be cut. "We will not
touch social investment," he said. The president said the government expects to take in US$1.7
billion this year from a new tax on bank transactions, and another US$1.3 billion from a sales-tax
increase. He said the administration would seek "to curb the impacts" of the new taxes through
"social-investment spending," with US$2.5 billion from the Macroeconomic Stabilization Fund,
which is fed by oil revenues.
Business sector supports floating bolivar
Chavez asked for "patience" and "cooperation" from Venezuelans and foreign investors. He said the
measures were necessary because of low oil prices, capital flight, and investor nervousness about
Latin America after Argentina's financial crisis and the slowdown in the global economy since the
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Sept. 11 attacks in the US. Francisco Rodriguez, head the National Assembly's economic assessment
office, said a devaluation could help the government "close the fiscal gap" through an increase in
income from export revenues. The overvaluation of the bolivar was making the country's exports
more expensive while encouraging imports, he said.
Many business leaders have been calling for allowing the bolivar to float. Pedro Carmona, president
of the business association Fedecamaras agreed that the change would help Venezuelan industry
regain competitiveness on the international market and rationalize imports. But Carmona, who led
a successful general strike against Chavez on Dec. 10, also had advice for the president. Chavez
must "generate [investor] confidence in a climate of calm debate and abandon the hostile conflict of
recent months," said Carmona.
Inflation worries Venezuelans
In floating the bolivar, the administration anticipated a sharp devaluation in the currency. Maza
Zavala said on Feb. 13 that the bank would not sacrifice its reserves to defend the bolivar but
would intervene if needed to stop a free-fall. Currency turmoil was likely to ease in a few days, he
said. After initially fluctuating wildly, the bolivar has seemed to stabilize but is down about 16%
since Feb. 15. While a weaker bolivar helps competitiveness, pleasing the business sector, many
Venezuelans were angry, saying it would bring inflation and stop economic growth.
Analysts warn the devaluation could send annual inflation beyond 20%. Inflation was about 10%
in 2001, and the government had aimed for the same rate this year. The political repercussions for
Chavez could be significant, as Venezuelans blame the president for their economic woes. The
80% of the country who are poor would suffer the most from drastic price increases, and they form
Chavez's core constituency. "The poor...are going to lose at least 25% of their purchasing power,"
said Michael Rowan, an independent political analyst. "Chavez is letting down the only people who
have been with him through thick and thin. Although he didn't really have a choice." Chavez has
recently extended an olive branch to his domestic opponents, asking them to help him "sheathe his
sword" and cooperate to find common ground.
Business leaders reacted warily. "It all depends on whether the government will comply with all
these measures. We've heard a lot of government plans before that were never implemented," said
Fedecamaras vice president Albis Munoz.
Chavez says policies are not from the IMF
International Monetary Fund (IMF) spokesperson Thomas Dawson praised Venezuela's decision
to abandon exchange controls as a step "in the right direction." But some opponents said Chavez's
measures are the same IMF-recommended orthodox fiscal-adjustment moves that the president has
repeatedly called "savage neoliberalism."
In his radio broadcast Feb. 17, Chavez accused the media of staging "media shows" to give the
impression the economy was falling into chaos. He said his measures were an economic strategy,
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"a tactical decision," that would leave intact the strategy of integral development of the productive
sector of the economy, a policy that is diversified, humanist, competitive." He said that what
differentiates the new policies from those of the IMF is that "they are just measures, necessary
and opportune, that deal with the budget, and have nothing in common with the neoliberal
policies of previous administrations." Chavez said that on Feb. 26, he would unveil measures to
promote employment and to mitigate the effects of the devaluation on the poor. He said they would
demonstrate "the difference with orthodox neoliberal measures and would promote employment
and salaries." Nevertheless, union leaders, longtime Chavez opponents, were skeptical.
The Confederacion de Trabajadores de Venezuela (CTV) said it would organize a demonstration for
Feb. 27. In addition, the Federacion Unica de Empleados Publicos (Fedeunep) said it would notify
the Labor Ministry of its intent to strike on March 1. US continues pressure Chavez's increasingly
visible opposition at home is bolstered by US antagonism toward his government.
On Feb. 5, Secretary of State Colin Powell criticized Chavez's ideas on democracy, his relationships
with US enemies, and his questioning of some aspects of the war on terrorism. Chavez has said he
believes in democracy and does not back terrorism. "I am not a communist," said Chavez in the city
of Maracay on Feb. 6. "I am very clear about which direction my country is going." But Chavez also
firmly defended his government's right to follow the policies it chooses "because this is a sovereign
and independent nation."

-- End --

©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 3 of 3

